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California is under court order (Serrano v. Priest) 
to revise the system of financing public elementary and secondary 
education. Initial analysis had predicted that a shift to statewide 
taxation would result in greater educational resources at a lower tax 
cost for lower income families and fewer resources at a higher tax 
cost for wealthier families. However, this analysis overlooked the 
role of nonresidential property values in the tax base. This paper 
presents simulation results for California school districts of three 
alternatives: statewide property taxation, district power equalizing 
property taxation, and statewide introme taxation for education. The 
results show that any alternative for taxation has the result of most 
families being "better off." Property tax proposals shift the costs 
of education to industrial and commercial land uses, and the income 
tax alternative shifts the costs among families. (Author) 
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ABSTRACT 



Califoriiha is under court order (Serrano vs. Priest) 
to revise the system of financing public elementary and 
secondary education. Initial analysis Jiad predicted that 
a shift to state-wide taxation would result in nreater 
educational resources at a lower tax cost for lower income 
families and fewer resources at a higher tax cost for 
wealthier families. However, this analysis overlooked the 
role of non-residential ^property values in the tax base. 
This paper presents simulation results for California 
school districts of three alternatives: state-wide prop- 
erty taxation, district power equalizing property taxation, 
and state-wide income taxation for education. The results 
show that any alternative for taxation has the result of 
most families being "better off." Property tax proposals 
shift the costs of education to industrial and commercial 
land uses, and the income tax alternative shifts the costs 
among families. 



This paper presents the results of research 
completed by the author at the IMiversity 
of Southern California under a grant 
from the Ford Foundation 
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INTRODUCTION 



A series of recent court decisions in California in 
Serrano v. Priest have established the need for major 
changes in the method of financing public elementary and 
secondary education. The Court has given the legislature 
and governor until 1980 to come up with the needed revi- 
sions in the school finance laws and the state's contribu- 
tion to local school districts. The purpose of this 
paper is ^o examine alternative methods for taxation 

for school purposes and estimate the net changes in educa- 
tional costs. and expenditures on various taxpayers in 
California. 



In Serrano, the Los Angeles Superior Court con- 
sidered the issue of unequal access to public education 
for children who reside in different school districts 
(which have different tax bases). The tax base for public 
education is the assessed value within the geographic con- 
fines of the district. The usual measure of the ability 
of school districts to provide educational services is 
the assessed value of taxable properties per student. 
The higher the assessed value per student, the lower 
the tax rate required to finance a given level of ex- 
penditures per student. The question of unequal access 
to education is based on the unequal dollar return to 
each mill of tax rate and the relationship between 
school resources and the income of the families of the 
children in the school district. The decision held 
that school resources, which are related to tax rate 
and assessed value, are dependent on accident of resi- 
dency. 

In order to evaluate the financial impacts of alter- 
native proposals for educational finance change on Califor- 
nia taxpayers, a simulation model was developed to measure 
t^;e expected values of taxes and expenditures per pupil 
in the school district. These results were analyzed by 
district and by taxpayer income groups to derive some pre- 
dictions of whether taxpayers would be better off or worse 
off under each plan. 
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The first step in the analysis is to answer the 
question of the relationship between school district 
wealth and family income. If this relationship is direct, 
then the forecast for property tax alternatives is rela- 
tively simple. In previous research,^ it has been shown 
that there is no relationship between school district 
wealth and family income. This is probably related to the 
extreme variation in school district wealth ($78 assessed 
value per pupil to $1,088,454 assessed value per pupil) 
and limited variation in family income ($6,068 average to 
$75,530 average family income) and the variety of location 
decisions. In urban high school districts, a direct re- 
lationship was found. However, these districts are a small 
subset of the districts, with a small share of the total 
students . 

An additional regression equation was tested to see 
if the wealth of the family could be used to predict the 
wealth of the school district in which the family resided. 
Records were generated for each family in California, with 
the 1970 income (mid-value of the range reported on the 
Census) and the school district assessed value per student. 
These regression results demonstrated even more clearly 
that the family income could not be used to predict the 
wealth of the school district in which the family resides. 

In the simulation model, data for Alameda, Fresno, 
Los Angeles, and Santa Clara counties were used to cal- 
culate the financial impacts on school di tricts and fam- 
ilies of the school finance alternatives. Because the 
previous regressions had found no relationship between 
family income and school district wealth, there was no 
expectation that the rich would be better off (or worse 
off) under any specific proposal. 

The simulation model calculates the changes in taxes 
under three possible plans: state-wide property tax, dis- 
trict power equalization, and state-wide income taxes, 
using the unit grant distribution method. The basic mini- 
mum under the district power equalization method was the 
same as the state-wide property tax method. 

In the following sections, the results will be presented 
in terms of the characteristics of the school districts 
affected Under each simulation the major importance is 
the financing method selected, the rates of taxation, and 
the distributional grant size. This analysis will point 

iMillicent Cox, Analysis of the Cha racteristics of 
School District. California, 1970 . Los Angeles, 
University of Southern California, 1974. 
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to characteristics of tie districts affected which are 
also related to the characteristics of the residents of 
the district and the questions of impact analysis. Major 
concerns in the analysis are: what number of districts 
and students are affected? what is the wealth of the dis- 
tricts and the income of the families? is the wealth of 
the district derived from residential or non- res ident ial 
property? what is the size of the changes in expenditures 
per student relative to tax collections per student? The 
answers to each of these questions will be presented for 
each finance alternative, then the impacts of the alterna- 
tive will be summarized. 



8 



II 



:tate-wide property tax impacts 



Under the state-wide property tax, the rate was set 
at $4/$100 assessed value, with unit grants of $S75/ADA. 
(This is similar to the Senate Select Committee proposal.) 
The $4 rate is less than the state average of $4,119 for 
unified districts and $4,173 in non-unified areas. The 
$S75 expenditures per ADA is less than the state and local 
contribution in high school districts ($970) but greater 
than that in elementary ($739 average) and unified dis- 
tricts ($806), An additional version of the simulation, 
allowed districts to retain their current level of non- 
foundation state aid in addition to the unit grant. (This 
money i? categorical grants.) 

Of the districts within the four counties, only 
17 percent had a decline in expenditures per student with- 
out state grants and 15 percent had a decline with state 
grants. (See Table II.) These districts included approx- 
imately 2 percent of the total ADA, The districts with 
an increase in total expenditures per student and a 
decrease in tax collections per student were 65 percent 
of the number of districts and contained 89 percent of 
the students. 

The assessed value per student in districts with 
declines in expenditures per student was significantly 
higher than that in districts with increases in expendi- 
tures per student. ($109,448 average vs. $13,592 average 
in districts with increases in expenditures per student.) 
The average differences between expenditures and locally 
collected taxes in districts with declines in expenditures 
was -$7 , 387. The average difference in districts v;ith 
increase in expenditures was +$332. In districts with 
declines, the local tax collections exceeded local expen- 
ditures by over $7,000 per student in the district, while 
in the districts with increases in expenditures, the local 
tax collections were less than the expenditures by just 
over $300. The redistribution is quite significant from 
small, high wealth districts to large, lower wealth dis- 
tricts . 



5 



QQ 



O 



o 



o < 
ci ^ 
cu u 

UJ < 

a H 
t-i 

I CO 

cu 

H Q 

CO 

^ CO 
CO UJ 



O 



o 



< O 

:=) m 

CO u- 



< 
o 



•H 
< 

CD 



o 



10 



u 

_ o 



0) 

c: 

U 

o 

Q 

to 
o 
u 

OJ 



^ 00 00 

1— I ^ LO 

o o 

* r. 

00 o 



1-H 

rvj to rsi T 
^ (M to 



CM 
vD 

o 
to 



o rsi 00 o 

vO LO 1— I 

rsi vD 



a> a> 00 



Td" ^ 
to lO 



to 
to 

LO 

rsi 
o 
to 



vO to LO o 
1—1 to 
o -H 

(M 00 
(M 1— 1 vO 



vO o vo 
o 1-H CM 

to (^4 



o 

CM 

to 













to 










to 




+J 




o 




00 










LO 




u 




to 




o 






CM 




I-H 






to 
















•> 




u 






CM 


o 


I-H 


rsi 






00 


< 


Dist 




1,59 


i-H 


to 






I-H 




to 
to 



o 

LO 



00 





00 














to 


vO 






o 


o 




to 




00 










o 


00 








o 




to 


•> 


LO 




to 




I-H 


I-H 










to 












to 



rg 



o ■ 

C'r. 



U "P 

P < 

Uh q 

o 

:3 > 



E ^ 
O 

t> < 
C Q 

-HDD 

• H I-H I-H 

E 

> > 

(D (D (D 

10 tn 

P (D (D 

(D CO CO 

> CO CO 

< < < 



o 



•H D 
•H .H 

in P 



^ P 
E -H 

o ^ 
o 

p p 

P (D 

(D ^ 

> E 

O D 

Cu a: 



(A 
(D 
P 

P C W 
(D (D (D 
> X 
O X 

a- OJ H 



(D CO 

P -H 

> 
< 



vO 

f ^ 

00 



-p P 

o 

p p 

•H .H 



10 



10 



CO 




o 














vO 


LO 


o 




o 




CNI 








•» 












CO 




o 






to 





































\0 ^o 

r-j to r-- 

O rsi <M 

rv] ^ ^ 



vO 
vO 
vO 

tn 



00 CO 



LO 

to LO 



o 



r J 

LO 



o 
o 

LO 



u 
o 

to 

X 



CTk to CTi ^ 

LO 00 

vo vO 

o o 

r-H ^ r1- 



ri f'"^ t-^ 

o o 

vO to 00 

.-H r-H 



CTi -H CO 00 

v£5 »-H »-H rvi 
»-H 



o 



cr» CO r-" < o 

. . . . 

04 r^J ro to 

LO rNi n to 



00 



to 
t 



in 
to 





to 








to 














o 




00 










u 




to 




o 


to 










to 




















vO 


(M 


o 








< 


Dist 




1,59 




fO 









to 

LO 



CO 

to 
to 



u ^ 
c 



4J C 



to X —I 
•H < 'H 

U4 c: u- 
O 

(D 



P P 

> > 



^ < < 



< 

i-H i-H 

> > 

to to 

to to 

to to 

10 to 

< < 



u 



p 



o ^ 

I-H 

P c 

to T3 
T3 to 

c: o 



P o j:: 

^ t-H 

D o 

•H 4-> P 

P P O 

bO (D ^ 

> E 

o :3 



(D 
P 

«!-> V> 
X-H ^-^ 

P C to 
O X 

a- uj H 

:2 (D to 
O GO D 

^ cj C 
(D P -H 

CO (D ^ 
> 



11 



The average family income was higher in districts 
with declines in expenditures per student than in districts 
with increase in expenditures. However, the average per- 
cent of income from poverty sources was also higher in the 
districts which are net contributors. Also, the percent 
of families in the districts with incomes loss tlian poverty 
was 46 percent, while in districts with declines in ex- 
penditures per student, the percent of families below 
poverty was 66 percent. Therefore, while the average 
income is higher in districts with reduced expenditures 
per student, the intensity of poverty is also greater 
and the income distribution for all those districts is 
bimodal . 

Districts with a decrease in expenditures per 
student had a higher proportion of their assessed value 
derived from non-residential land uses. (Industrial and 
commercial, primarily, with agricultural as the alter- 
native.) Districts with an increase in expenditures 
per student had a higher proportion of the assessed 
value derived from residential land uses. 

In summary, the state-wide property tax as a method 
of financing education would result in the following 
changes over the current system of local property tax- 
ation ; 

1. districts with a high property tax wealth will 
contribute to the support of districts with 
lower property tax wealth; 

2. districts with relative few students will be 
contributing to the support of districts with 
many students; 

3. districts with higher average f ami ly incomes , 
but concentrations in the wealthiest and poorest 
families, will be supporting districts with 
average family incomes ; 

4. districts with a concentration in non-residen- 
tial land uses will be taxed to support 
districts with primarily residential land 
uses . 

The result is not a taxing of the rich to pay the poor, 
but a taxing of non-children related land users to aid the 
concentrations of children-using land uses and the disolv- 
ing of tax advantages related to districts with few chil- 
dren and sharing of their wealth with many districts. 
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DISTRICT POWER EQUALIZATION IMPACTS 



The basic solution for district power equalization 
is the same as the state-wide property tax solution: the 
assumptions about the tax rate and the grant formula were 
the same. However, district power equalization solutions 
were modified for two considerations: would the district 
vote to return to the previous tax rate (higher than the 
minimum)? or would the district attempt to attain the 
previously higher expenditure level, rather than accept 
the unit grant level? These solutions were obtained by 
assuming that every district would return to the highest 
previous level, and calculations were made as to the 
distribution of the status of districts within the four 
counties (Alameda, Fresno, Los Angeles, and Santa Clara). 

Under the achievement of the highest tax level 
solution, the number of districts with reduced expenditure 
per student is not lower than under the minimum assump- 
tions. (See Table II.) The number of students with 
lower expenditures per student in their district increased 

The average assessed value per student of the dis- 
tricts in the category of lower expenditures per student 
is higher in the high tax solution than in the basic solu- 
tion. ' The assessed value is also higher under the high 
tax alternatives in districts with reduced expenditures 
per student than in districts with increased expenditures 
per student. Compared with the basic solution, the size 
of the difference in expenditures per student and taxes 
in a larger negative in high tax solution decline in 
expenditures districts and a smaller positive in high tax 
solution increase in expenditures districts than in the 
basic solutions. 



^The results for elementary and high school districts 
were merged in a weighted manner (see Appendix D) . Thus 
districts could still have a lower expenditure and tax 
solution in total, when one component varied. The effect 
of the retention formula (in this case, 70'^J means even 
districts at their previous high tax may not have same 
level of expenditures. 
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The average family income in high tax solution 
decline in expenditure districts is higher than in in- 
crease in expenditure districts and higher than basic solu- 
tion decline in expenditure districts. The intensity of 
poverty families in the income distribution of the dis- 
tricts is also greater, in measuring the percentage of 
family incomes in below poverty families. 

Under the high tax solution, districts with reduced 
expenditures have a greater concentration of industrial, 
commercial and agricultural contributors to the property 
tax base than under the basic solution. The residential 
concentration under the high tax solution in districts 
with increased expenditures is also greater than in the 
basic power equalization solution. 

The high tax solution under district power equali- 
zation provides the same variation from the current system 
of school finance that the basic solution (or state-wide 
property tax). However, several aspects of that solution 
are intensified. 

1. The demands on districts with high property 
tax bases to contribute to the general pool 
are greater . 

2. The size of the districts with the decline 
in expenditures is smaller under the high 
tax solution. 

5. The average family income is about the same 
as in tlie basic solution for districts with 
both increases and declines in expenditures 
per student, but the concentration of family 
incomes in the below poverty level is slightly 
higher for those districts with a decline in 
expenditures . 

4. The concentration of industrial-commercial- 
agricultural land uses in districts with de- 
clines in expenditures per student is slightly 
greater in the high tax solution than in the 
basic solution. 

In the highest expenditure level solution, districts 
were assumed to attempt to reach the higher of two: the 
unit grant or the expenditure level previous. Under the 
retention rate situation, allowing for the merger of 
elementary and high school districts, there were a few 
districts which did not attain the previous high expendi- 
ture level. (See Table III.) The number of districts 
with a decline in expenditures per student is lower 
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than in the basic solution, and the enrollment in these 
districts is significantly lower than in the basic solution. 

Under the highest expenditures solution the dis- 
tricts with the decline in expenditures per student have a 
higher average assessed value per student than the dis- 
tricts with a decline in the basic solution or than dis- 
tricts in general. The level of assessed value per stu- 
dent in the districts with an increase in expenditures per 
student is also higher than in the basic solution. This 
shift is due to the fact that the lowest districts in the 
decline solution (which are not lower than the average) 
are now in the increase situation. 

The average family income in districts with a 
decline in expenditures under the highest expenditure 
solution is slightly lower ($14,978 and $15,616 with state 
aid). However, the concentration of poverty income has 
also increased in the districts with a decline in expen- 
ditures as compared with the same districts in the basic 
solution. (4.04^6 of total family income derived in 
families below poverty vs. 2.91% without state aid, and 
2.94% vs. 2.91% with state aid,) 

Under the highest expenditure solution, for districts 
with declines in expenditures per student, the basic source 
of property tax wealth is non-residential property. The 
percentage of residential property for these districts is 
4.8 percent without state aid and 10^7 percent with state 
aid. This share is lower than that of the basic solution. 

The highest expenditure solution demonstrates the 
same direction of change from the present as the basic 
solution or the highest tax solution. However, the high- 
est expenditure solution demonstrates some reverses in 
direction between state aid with and without over the other 
solutions. The presence of state aid in a situation in 
which districts are attaining their highest expenditure 
levels is one which is associated with more students and 
more districts with declines in expenditures per student 
rather than less. However, the magnitude of the difference 
in taxes and expenditures is reduced appropriately. 

The highest expenditure solution, because of its 
continued reliance on the property tax base, continues 
the shift in taxation from residential, large districts 
to non-*residential , smaller school districts, and the 
redistribution of expenditures from the smaller, high pro- 
perty tax wealth districts to the larger, low property tax 
wealth districts. 
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IV 

INCOME TAX IMPACTS 



The final alternative considered was the elimination 
of the property tax and substitution of the state income 
tax as the source of revenue for local public education. 
The increase in the income tax rate was set at a rate high 
enough to replace the lost revenues, a 30 percent increase 
in current income * tax collections. Approximately 17 
percent of the districts are in situations of declining 
expenditures per student under the income tax alternative. 
(See Table IV.) These districts are the same as the dis- 
tricts with declining expenditures per student in the 
basic property tax solution. However, there is a change 
in the allocation of districts betv;een districts with de- 
clines and increase in taxes. \^1 the property tax solu- 
tion, most districts had increases in taxes with declining 
expenditures. In the income tax solution, districts had 
declines in taxation with declines in expenditures. 

Districts with declines in expenditures per student 
under income taxes are districts with a high assessed value 
v;ealth. However, the difference between expenditures and 
taxes is a smaller negative than under the property tax 
alternative. (The difference is -$2,411 for without state 
aid and -$2,742 with state aid under income tax as com- 
pared with -$8,272 under the property tax alternative.) 
Additionally the average advantage in districts with an 
increase in expenditures per student is slightly higher in 
the income ta^ solution ($352 vs. $332 and $553 vs. $505). 

The average family income in districts with a decline 
is the same under income and property tax alternatives. 
However, districts with a decline in expenditures and an 
increase in taxes under property taxes have an average 
family income of $17,132 (without state aid) and $34,513 
under income taxes. In other words, under the property tax 
alternative, the districts with increased taxes have lower 
average family income than under income taxes. The per- 
centage of total family income below poverty under the 
income tax alternative for districts with a decrease in 
taxes is higher than under property taxes (3.10^ vs. 
2.64^o). 
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Under the income tax alternative, the districts with 
an increase in taxes have a higher percentage of residen- 
tial property uses within their boundaries than the same 
districts under property tax (54% of value from residential 
property vs. 23%). This is a significant shift in 'the re- 
sponsibility, compared with the shift implied in the use 
of property taxation for school finance. 

The income tax alternative is different from the use 
of local property taxation for school finance in shifting 
of distributions in many ways: 

1. High property wealth districts would have a de- 
cline in tax collections and a decline in expen- 
ditures per student . 

2. Average family incomes in districts with higher 
taxes are higher than in districts with lower 
taxes . 

3. Districts with greater share of residential pro- 
perty in the tax base would contribute relatively 
more to the general school fund. 

4. Districts with declines in expenditures per 
student are one-tenth the size of districts with 
increases in expenditures per student. 

Compared to the state-wide property tax, income taxation 
for school district finance would result in: 

1. districts with higher taxes having higher 
average family incomes than under property 
taxation ; 

2. districts with concentration of industrial and 
commercial property having lower taxes than under 
property taxation ; 

3. approximately the same districts having a decline 
in the level of expenditures per student, al- 
though the difference between tax collections and 
expenditures would not be as great. 

While the differences between a simple state-wide property 
tax solution and the results of power equalization are not 
great in terms of their impacts on districts and the number 
and size of the effects on these districts, the differences 
in property taxation and income taxation are quite differ- 
ent. An additional analysis will explore the extent of 
this difference. 
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V 



IMPACTS ON CALIFORNIA FAMILIES 

The point of the following analysis of the simulation 
results is to answer the question: knowing the family's 
income, what is the likely size and direction of change in 
these tax alternatives? Will the family be better off? 
(Better off means less taxes to pay, more education to 
consume, or any combination such that the difference be- 
tween education and taxes is positive.) 

Families were defined to be better off under the 
proposed alternative if the expenditures per student in- 
crease and taxes decrease, if the expenditures increased 
and taxes increases, but by less, or if the expenditures 
decreased and the taxes decreased by more. Families were 
defined as worse off if the expenditures per student de- 
creased, and taxes increased or if the difference between 
the expenditures and taxes was negative. (In the box be- 
low, areas marked *'a*' are definitely better off, "b" worse 
off, and *'c" determined by the relative changes in expen- 
ditures and taxes.) 

Taxes 



Expenditures + c a 



b c 



The distribution of families by income cla.:i^ vas 
calculated for the entire population, and for the subpopu- 
lations, "better off" and "worse off." (See Tabic V.) If 
the change in taxation were to affect families about the 
same across income levels, then the distribution of better 
off and worse off would be the same as that for the total 
population. Under the property tax assumptions, families 
with low incomes (less than $3,000 per year) are likely 
to be better off in the same proportion that they are of 
the total population, but their expected occurance rate 
of worse off is slightly lower. (Total population is 121 
families with less than $3,000; better off is 12%, worse 
off is 81.) Under the property tax, the usa of state 
grants increases the probability that a low income family 
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will be worse off (S'j to ll'O- High income families 
($25,000 and over) are as likely to be better off as they 
occur in the total population (6% of all families, 6% of 
better off families) but are more likely to be worse off 
(10% without state aid and 17% with state aid). 

Under the income tax alternative, lower income fam- 
ilies are slightly less likely to be worse off (91 without 
state aid and 7% with state aid) than under state-wide pro- 
perty tax or in the current situation. Higher income fam- 
ilies are slightly more likely to be worse off (111 without 
state aid and 19% with state aid) . 

While the use of any of the alternative for financing 
education in California is not likely to achieve an ^'ideal'' 
redistribution of educational resources based on family 
incomes, it is apparent that the changes will affect a 
small number of families adversely, and a large number of 
families in a positive manner (with relation to both taxes 
and expenditures per student). Even in the income tax 
alternative, the additional burden on middle class families 
is not as high as would be necessary in many districts to 
achieve the proposed level of expenditures per student. 

It also appears that the low income families reside 
in a variety of districts, and, therefore, it is not possi- 
ble to forecast their being worse off in general because 
of residing in high wealth districts. Additionally, the 
wealthier are not a significant population of high wealth 
districts . 
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